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1FEDERAL HOME LOAN BANK BOARD
A requirement that all federally insured thrifts account for securities held for
investment, sale or trading using documented generally accepted accounting
principles (GAAP) is the subject of a proposed rule and policy statement issued by 
the Federal Home Loan Bank Board (FHLBB). (The proposed regulation is expected to 
be published in the Federal Register soon.) According to FHLBB, the proposed rule 
and policy are in response to the Competitive Equality Banking Act of 1987, which 
mandates that the Bank Board prescribe uniformly applicable accounting standards 
to be used by all insured institutions. The proposed policy statement requires an 
insured institution's board of directors to document and monitor its investment 
policy and strategies; discusses the appropriate documentation of investment 
decisions of the insured institution's board of directors; summarizes GAAP 
applicable to securities held for investment, sale and/or trading; and offers 
guidance on the application of GAAP by insured institutions in determining when 
securities should be accounted for as a security held as an investment, as a 
security held for sale or as a security held for trading. The investment strategy 
is to provide in detail the manner in which the investment policy will be 
implemented, and it will address the type, nature, dollar amount and anticipated 
maturity of each group of instruments to be invested in and the acceptable range 
of interest rate risk, the FHLBB said. The Bank Board stated it believes that 
this approach will place on management the responsibility for investing an 
institution's assets in accordance with the institution's investment strategy. 
The proposed rule requires that the investment activity of an institution be 
reviewed at least quarterly by its board of directors to determine conformity with 
investment policy and strategy, according to the FHLBB. Comments will be received 
for 60 days following publication in the Federal Register and must be sent to 
Director, Information Services Section, Office of the Secretariat, FHLBB, 1700 G 
St., N.W., Washington, D.C. 20552. For further information after reading the 
proposed rule, please contact Julie A. Gerschick at the FHLBB at 202/778-2537, W. 
Barefoot Bankhead at 202/778-2538, Gary Jeffers at 202/377-6457 or Julie L. 
Williams at 202/377-6459.
NATIONAL CREDIT UNION ADMINISTRATION
An annual opinion audit to be made by an independent, duly licensed CPA is required
under proposed revisions to the National Credit Union Administration's (NCUA) 
regulations, Part 704, Corporate Credit Unions (see the 6/2/88 Fed. Reg.. pp. 
20122-24). According to the proposal, section 704.5 requires an annual audit of 
each Corporate Federal credit union by an independent, licensed CPA. This section 
is clarified in the proposal by changing "annual audit" to "annual opinion audit" 
by an independent, duly licensed CPA. Comments on the proposed revisions to the 
regulation must by received on or before 8/1/88 and should be sent to Becky Baker, 
Secretary of the Board, NCUA, 1776 G St., N.W., Washington, D.C. 20456. For 
further information after reading the proposed revisions, contact Linda K. Groth, 
at the NCUA at 202/357-1065.
TREASURY, DEPARTMENT OF
Penalties will not be waived for underpayments of second quarter estimated tax payments
for those taxpayers owning an interest in a partnership or S corporation who may
file Form 8716. "Election to Have a Tax Year Other Than a Required Tax Year," the 
IRS announced recently. The IRS made the announcement in News Release IR-88-97.
2The IRS said that in Notice 88-49 (see IRB 1988-16, dated 4/18/88) it stated these 
taxpayers would be able to receive penalty waivers for underpayment penalties only 
for the first quarter 1988 estimated tax payment. The IRS also noted that 
recently issued temporary regulations require a partnership or S corporation that 
makes an election for a taxable year beginning in 1987 to file Form 8716 before 
7/26/88 (see the 5/27/88 Fed. Reg., pp. 19688-713 and the 5/30/88 Wash. Rpt.). 
However, the IRS said, the partner's or shareholder’s tax payment for the second 
quarter of 1988 must be timely paid in order to avoid underpayment penalties
The IRS will now accept ruling requests regarding the 80-percent distributee status of
a corporate shareholder in a complete liquidation of a subsidiary, the Service 
said in an advance copy of Revenue Procedure 88-34. Revenue Procedure 88-34 
modifies Section 5 of Revenue Procedure 88-3, which contains a list of areas of 
the Internal Revenue Code in which advance rulings or determination letters will 
not be issued because the matter is under extensive study. The IRS said the 
matter of whether the section of the Income Tax Regulations dealing with 
aggregation of stockholdings under consolidated return rules is applicable in 
determining a corporate shareholder's status as an 80-percent distributee is "no 
longer under study." The effective date of Revenue Procedure 88-34 is 6/27/88, 
the date the revenue procedure is scheduled to be published in Internal Revenue 
Bulletin 1988-26. Comments regarding the revenue procedure should be addressed to 
the Associate Chief Counsel (Technical and International), ATTN: CC:C:3, IRS, 
1111 Constitution Ave., N.W., Washington, D.C. 20224. For further information 
after reading the revenue procedure, contact Barry Isaacs at the IRS at 202/566- 
6407.
"Fair, simple, administrable and effective are the four criteria for evaluating
penalties." Lawrence B. Gibbs, Commissioner of Internal Revenue Service, said in a 
speech before the National Association of Tax Administrators (NATA) on 6/15/88 in 
Toronto, Canada. In his speech, Commissioner Gibbs remarked that "as the system 
has become more complicated, the demand for greater flexibility, administrative 
discretion, and informed judgment likewise has increased." The Commissioner said 
13 focus group sessions in five different locations with groups of IRS employees, 
individual taxpayers, practitioners, and representatives of employers were 
conducted. Several of the things heard during these sessions included: 1) 
participants found it difficult to deal with the IRS in resolving penalty 
questions and other administrative issues; 2) participants questioned the fairness 
of imposing penalties on basically compliant taxpayers for first-time, 
unintentional mistakes; and 3) IRS employees expressed difficulty in applying 
civil penalties both fairly and consistently, particularly in "gray areas" of the 
code that are more open to judgment and interpretation. According to Commissioner 
Gibbs, the IRS' penalty study group's reports offering administrative and 
legislative recommendations are due within the next several months and will be 
released for public comments. In addition, one or more public hearings will be 
scheduled, Commissioner Gibbs said.
A study of the taxes paid by life insurance companies was recently issued by the
Treasury Department. The study, entitled "Interim Report to the Congress on Life 
Insurance Company Taxation," was mandated by the Deficit Reduction Act of 1984. 
The interim report was sent to the chairmen and ranking minority members of the 
Senate Finance Committee and the House Ways and Means Committee. In his cover 
letter accompanying the report, Assistant Secretary for Tax Policy 0. Donaldson
3Chapoton, noted that the 1984 Act also mandated that a final report be prepared by 
the Treasury Department by 1/1/89. The study said that changes to life insurance 
company taxation made by the 1984 Act and by the Tax Equity and Fiscal 
Responsibility Act of 1982 "have increased revenues by a smaller amount than 
predicted." The study said, "In particular, the tax payments of the life 
insurance industry and the relative shares paid by the mutual and stock segments 
in 1984 and 1985 did not meet Congressional expectations. These shortfalls are 
attributable to (1) the complexity of the life insurance industry and its tax 
rules, (2) the significant changes in its practices, products, and tax rules 
during the last decade, and (3) the possible underestimation of the effect of the 
industry's tax minimizing behavior in response to the 1982 and 1984 Tax Act 
changes."
SPECIAL: AICPA WRITES CONGRESSIONAL COMMITTEES ABOUT TAX ON "BUILT-IN GAINS"
"We are concerned that a little known provision in the Technical Corrections
Act of 1988 will have a serious impact on family owned farms and other closely-
held small businesses that operate in corporate form." Herbert J. Lerner, chairman 
of the AICPA Tax Division, said in a recent letter to members of several 
Congressional committees. The letter was sent to members of the House Ways and 
Means and Senate Finance Committees and to the House and Senate Small Business 
Committees. Mr. Lerner explained that the Tax Reform Act of 1986 (TRA ’86) 
imposes a new tax on "built-in gains" at the time a corporation changes its tax 
reporting status from Subchapter C to Subchapter S. He said that under TRA '86 
the "built-in gains to be reported each year would be limited to the amount of 
taxable income." Mr. Lerner said the AICPA believes that the "concept of built-in 
gains with the logical limitation to the amount of taxable income constitutes 
sound tax policy." "Our concern now," he stated, "is with Section 106(f) of the 
Technical Corrections Act of 1988 which would remove the net income limitation." 
Mr. Lerner also said that "perhaps of even greater long-term concern is that this 
technical correction seems to be yet another manifestation of a fundamental change 
in tax philosophy." He noted, "Several staff members from the tax writing 
committees have told us that they believe that any conversion from C to S status 
should be taxed as though the corporation had been liquidated and a new 
corporation formed. We believe that this is not sound tax policy and that it 
would be contrary to the underlying purpose of Subchapter S which has been widely 
used by small businesses for some 25-30 years." Mr. Lerner concluded his letter 
by urging the deletion of Section 106(f) from the Technical Corrections Act of 
1988 or "at the very least," making it effective for conversions after 12/31/88, 
which is the end of a General Utilities transition period provided to small 
business by TRA '86.
SPECIAL: REP. BLILEY ADDRESSES PCPS CONFERENCE
"An auditor should not be liable if he is complying in good faith with government or
professional rules of practice." said Rep. Thomas J. Bliley, Jr. (D-VA) in a
speech before the AICPA's Division for CPA Firms 1988 Regional Conference on 
6/16/88 in Washington, D.C. In his remarks, Rep. Bliley said one issue that 
causes him a great deal of concern is auditor liability. "As you increase the 
amount of information you give to the SEC, you increase your potential liability," 
he said. Rep. Bliley said he "strongly supports including liability protection in 
any legislation that is considered by Congress." According to Rep. Bliley, the 
House Energy and Commerce Oversight and Investigations Subcommittee has spent a
4great deal of time and energy looking at the problem of financial fraud and the 
role of the auditor in uncovering it. Rep. Bliley said, "There are some parts of 
the Treadway Commission's recommendations, such as SEC enforcement authority, 
which will require some legislation. As to whether legislation is necessary in 
the areas directly affecting your profession, there is currently a multi-sided 
debate underway." Additional items that are likely to be the focus of attention 
are such things as requiring audit committees to be made up of totally independent 
directors and a requirement that management report to shareholders on the adequacy 
of internal controls, Rep. Bliley noted. In his closing remarks, Rep. Bliley 
praised the profession; he said the Congress has "come a long way in the past year 
and one half and most of that credit goes to the profession."
SPECIAL: PEER REVIEW TOPIC OF ADDRESS TO AICPA CONFERENCE
The Public Oversight Board's (POB) "oversight of the peer review programs of the SEC
Practice Section indicates that though reviewers are increasingly tough and
demanding, the number of modified or negative reports, as well as the number of
substandard audits discovered, have gone down." A. A. Sommer, Jr., chairman of the 
POB, said in a speech before the AICPA's Division for CPA Firms 1988 Regional 
Conference in Washington, D.C. on 6/16/88. Mr. Sommer remarked that, "the SEC has 
pending, and will likely soon adopt, a proposal to require that every firm 
auditing one or more SEC registrants be a member of a peer review organization 
having certain characteristics, including an oversight body, or else submit its 
practice to direct review by the SEC." Mr. Sommer noted that over 600 firms will 
have to join such an organization or submit to peer review by the Commission. Mr. 
Sommer remarked on the efforts that are being made to secure SEC endorsement of 
the Special Investigations Committee (SIC). The POB, recognizing the reluctance 
of firms to furnish fuller information, met with counsel of major firms and a 
consensus developed with respect to measures which might be taken to satisfy the 
SEC without significantly jeopardizing their firms, Mr. Sommer said. In his 
remarks, Mr. Sommer stated that a task force examined the procedures of the SIC 
and recommended measures which should be taken to expand public confidence in the 
SIC and hopefully lead to SEC approval. In closing, Mr. Sommer remarked that 
"self-regulation is a tough business. However, it can work, and when it does, it 
is a delight to behold."
5For further information contact Shirley Twillman at 202/737-6600
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